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ABSTRACT
PROMOTING THE ROLE OF SMALL AND MEDIUM SIZED 
ENTERPRISES IN EXPORT LED INDUSTRIALIZATION: TAIWANESE 
AND ITALIAN EXPERIENCES AND TURKISH CASE
BY
HAYIRLIOĞLLI, Kutlu 
M.B.A. THESIS
BİLKENT UNIVERSITY - ANKARA May 1991 
Supervisor: Associate Prof. Dr. Gökhan Çapoğlu
This research analyses the role of small and medium sized enterprises (SMEs) 
in Turkey, where an export led growth model is followed in the light of Taiwanese 
prгıctice. It also examines the alternative ways of exporting for SMEs and their ap­
propriateness to Turkish industry. In this perspective, a broad approach was adopted 
to consider the role of SMEs in GNP, industry, exports. In addition, the importance 
of SMEs on employment creation and other aspects of the economy weis presented. 
SMEs unlike large scale exporters, do have some problems in exports. In this respect 
the structural problems of SMEs in exports and related government policies for these 
enterprises were discussed. There is no unique way for a SME to participate in export 
activities. Among several alternatives, exporting via a trading house through interna­
tional subcontracting, producing for an indigenous exporter or by direct involvement 
in exports are the main ones discussed and their consequences on Turkish SMEs con­
sidered. Furthermore, factors that lead to a specific model were examined benefiting 
from the Taiwanese and Korean experiences. Finally, the Italian Federexport model 
and a latest proposed model in Turkey were discussed in the framework of joint export 
organizations.
I l l
İHRACATA YÖNELİK SANAYİLEŞME ALTINDA KÜÇÜK VE ORTA 
ÖLÇEKLİ İŞLETMELERİN TEŞVİK EDİLMESİ: TAYVAN VE İTALYA 
ÖRNEĞİ VE TÜRKİYE’DEKİ DURUM 
HAYIRLIOĞLU, Kutlu 
YÜKSEK LİSANS TEZİ
BİLKENT ÜNİVERSİTESİ - ANKARA Mayıs 1991 
Tez Yöneticisi: Associate Prof. Dr. Gökhan Çapoğlu
Bu araştırma, Tayvan'ın deneyimini göz önünde bulundurarak, Türkiye’deki 
küçük ve orta ölçekli işletmelerin (KOS), ihracata yönelik sanayileşme modeli doğrultu­
sunda oynayabilecekleri rolü ve KOS’ların ihracata katılımının değişik şekillerini Tür­
kiye koşullarını göz önünde tutarak incelemektedir. Bu doğrultuda, konuya KOS’ların 
gayri safhi milli hasılada (GSMH), endüstride ve ihracatta oynadıkları rol dikkate alına­
rak geniş bir çerçevede yaklaşılmıştır A /rica, KOS’ların istihdama ve ekonominin diğer 
yönlerine olan katkılarıda sunulmuştur. KOS’1ar, büyük ölçekli ihracatçılara kıyasla, 
ihracatta bazı problemlerle karşılaşmaktadırlar. Bu doğrultuda, KOS’ların ihracatta 
karşılaştıkları yapısal problemler ve hükümet politikaları tartışılmıştır. KOS’1ar için ih­
racata katılmanın tek bir yolu yoktur. Dış ticaret sermaye şirketleri (DTŞ) aracılığıyla, 
uluslararası yan sözleşmelerle (subcontracting), yerli bir ihracatçıya bağlı olarak veya 
tek başına ihracata katılma gibi değişk ihracat şekilleri ve bunların Türk KOS’larma 
olan etkileri göz önünde tutularak değerlendirilmiştir. Son olarak, Italyem Federexport 
modeli ve Türkiye’de teklif edilen benzer bir model, birleşik ihracat kuruluşları kapsamı 
altında incelenmiştir.
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Chapter 1
INTRODUCTION
Small and medium sized industries (SMEsj form important groups in a country’s 
manufacturing industries, not only because they play a significant role in GNP, 
but also because they contribute much to the economy of respective countries. 
In the first chapter, I will show the importance of SMEs in the creation of value 
added; in industry and in particular, in exports. The main focus of ottenticri 
will be on the Taiwanese practice, since SMEs in Taiwan account for a large 
proportion of the creation of value added and exports.
Unemployment is a major problem especially in developing countries 
and SMEs have largely contributed to the solution of employment problems. 
From this point of view I will present the relation between employment gen­
eration and the role of SMEs both in the world and in Turkey. Employment 
creation is not the only contribution of SMEs to the economy of a country 
other important contributions include regional development, improving income 
distribution, contribution of exports and many others.
SMEs have been increasingly participating in export activities but 
are experiencing difficulties in their export businesses in contrast with business 
in domestic markets. Most of their structural problems in exports concentrate 
on technology, marketing, finance and management. In the third chapter I will 
discuss all these structural problems of SMEs in Turkey.
In the fourth chapter, I will study the effects of foreign investment 
on technology transfer to export oriented industries and show the implications 
of foreign investment on export expansion.
Then, I will consider the role the government plays in providing a 
solution to the structural problems of SMEs in Turkey focusing on financial 
and marketing problems.
Next, I will focus on alternative strategies of exporting and their ap­
propriateness to Turkish SMEs. In doing this study, I will also elaborate on 
the performance of big trading houses (government supported since 1980) and 
their relation with SMEs. Big trading houses are a major type of organiza­
tion which foster exports from large scale enterprises (LSEs). The most notable 
examples are the Japanese Shoga Shosha and the Korean General Trading Com­
panies (GTC). These perform the main export activities of their companies. In 
addition, I will examine how the SMEs export by other means such as subcon­
tracting, producing for indigenous exporters, producing for a multinational or 
by direct involvement in export activities. In my study I will examine all these 
alternative ways of exporting and implications for Turkish SMEs.
Models have been created to improve the existing structure and to 
reach higher performances in foreign trade. Korea and some other countries, for 
example, have created specific organizations to increase their export volume. On 
the other hand, Taiwan whose export industry is largely dominated by SMEs, 
has not operated any model. In this perspective I will consider the factors that 
lead to the formation of a specific kind of model among SMEs.
Finally, I will examine the Italian Federexport system and the exam­
ples of joint export organizations recently proposed in Turkey. In doing this
analysis, I will also present other similar organizations and show their implica­
tions for Turkish SMEs.
Chapter 2
THE ROLS OF SMALL AND MEDIUM 
SIZED ENTERPRISES IN GNP,INDUSTRY, 
EXPORTS, EMPLOYMENT CREATION 
AND THEIR IMPORTANCE ON OTHER
ASPECTS OF THE ECONOMY
2.1 D efin ition  o f SM Es
Before going into detail, a description of SMEs is essential. Different type of 
criteria are used to describe SMEs. Of these, quantitative criteria take into 
account the size of fixed capital, sales volume, machine and equipment volume, 
capacity and employm.ent. Qualitative criteria include market power, sources 
of capital, structure of management. Although there is no clear definition of 
SMEs,P many countries use employment cis a criterion to define SMEs. Ta­
ble (2.1) shows employment levels in SMEs in different countries.
In Turkey, most of the statistics are based on employment to describe 
the SMEs (Eg. State Planning Organization (SPO).) Consequently, employ­
ment as a criterion will be used in my study. Enterprises, then, employing 0-9
Table 2.1: Definitions of SMEs in a number of countries.
JCo r e a
Tal w a n  
A u i t r a l  la  
Belg i u m 
C a n a d a  
D e n m a r k  
G e r m  a n  y 
1 rel  a n d  
J a p a n
N e l h e r l a n d s  
S w e de n  
Ü.S.A
No.  ol E m p l o y e e s  
1 - 3 0 0
1 - 3 0 0  
1 - 9 9
1 - 5 0  
1 -  99  
1 -  60  
1 - 4 9 9  
1 - 5 0  
1 - 2 9 9  
1 - 2 0 0  
1 -200 
i - 6 0 0
S o u r c e :  SUTTLE,  A n t h o n y  D. ().9A9), E x p o r t s  ( r o m  S m a l l  a n d  
M e d i u m  S i z e d  E n t e r p r i s e s  f r o m  D e v e l o p i n g  C o u n t r i e s , p p . 25 
ITC.
people will be called cottage or artisan based industries or very small industry, 
10-49 people small industry and 50-99 people medium sized enterprises. The 
word ” SME ” will represent all three classes.
2.2 R ole of SM Es in Gross N ation al P rod u ct (G N P )
2.2.1 SMEs in Taiwan and Republic of Korea
Taiwan and the Republic of Korea are two fast developing countries. Although 
the Taiwanese and Korean overall pattern of development has been similar 
( both of them has been following export oriented policies since 1960s. ) there 
are significant differences in a number of aspects. One of the most important
Table 2.2: Percentage distribution of gross output and employment in manufacturing 
in Korea and Taiwan by size of establishment.
N u m b e r  oi 
Empl oyees
]■ 1976
Ko re a
Below 300 29.5%
3 0 0 - 4 99
500 a n d  
a b ov e
13.2
TOTAL
57.?
100.0%
Taiwan
47.1%
9.4
43.5
100.0 %
1981
Korea
32.3%
9.3
58.4
100.0%
Taiwan
44.8%
8.2
47.0
100.0 %
Source:  LEVY, Brian. C o l u m b i a  J o u r n a l  of World Busines s ,  Spr ing  1988 
pp.44.
difference arises from the role played by SMEs in the two countries. Table (2 .2) 
indicates that SMEs in Taiwan produced 47.1 % and 44.8 % of total gross output 
in 1976 and 1981 respectively, whereas Korean SMEs produced only 29.5 % and 
32.3 % of total gross output for the same years. Different type of industrial 
policies are largely responsible for this difference. The Korean governments of 
Park and Chun aimed at stimulating the conglomerates’ export activities and 
at encouraging them to invest in defense, heavy and chemical outlets in which 
economies of scale are important.  ^ On the other hand, Taiwanese governments 
highly focused on SMEs due to their important aspects on employment creation.
‘STEINBERG, I.David (1988).
2.2.2 SMEs in Turkish GNP
Table (2.3) indicates the share of Turkish SMEs in manufacturing value added. 
It shows that the contribution of SMEs to manufacturing value added was 
approximately 20 % in 1985. It also shows the importance of SMEs in the 
domestic industry. In developed countries the share of SMEs in manufacturing 
value added is far above the tigure in Turkey. In Japan 55 % of all value added, 
USA 32 % of sales, Brazil 29.6 %, Philippines 33 % value added.^
Table 2.3: SMEs share in the manufacturing value гıdded (Turkey) as of 1980 and 1985.
E m p lo y m e n t  size
0 - 9
1 0 - 4 9
5 0 - 9 9
1 0 0 - 1 9 9
2 0 0 - 4 9 9
5 0 0 - 9 9 9
1000+
TOTAL
Perce nta ge  d i s t r ib u t i o n  ol  
m a n u f a c tu r in g  v a lu e  a d d e d  by  
size of the firms,  Turkey (1985)
( 1905)
7.88
7.68
5.14
7.37
19.39
16.46
36.08
100.00
Source:  S ma l l  In dus try  (1989), State P la n n i n g  O rg a n iz a t i o n  
of Turkey (SPO).
A number of reasons can be put forward to explain the creation of 
small amount of value added in small and medium sized industry in Turkey. 
First of all, there is a lack of complementary industrial relations between LSEs 
and SMEs including subcontracting agreements. Secondly, there is a severe 
lack of foreign investment which, had it been available, would enable SMEs to 
’SUBRAMANIAN, T. S. R. (1989).
produce some specified parts or components of a final product.
2.3 SM Es in Turkish Industry
Flexibility in the production process, rapid adaptation to the changes in con­
sumer demand increase the competitive strengths of SMEs against the large 
scale producers. Also, SMEs tend to be more labor intensive wherecis large 
scale enterprises are more capital intensive.
Generally SMEs can compete by offering labor intensive products, 
handcrafts and aiming at different market niches from those of large scale pro­
ducers. Especially very small industry ( employment between 0-9 people ) 
produces handcrafts which have a great export potential in the tourism sector.
Table 2.4. Growth of niaiiufacturiiig enterprises by size in Turkey.
Size N u m b e r  o l  e m p l o y e e s
P e r c e n t a g e  s h a r e  
o u t  o l  to ta l
E m p l o y m e n t 1980 1985 1980 1985
1 -9 177175 183573 95.3 94 .5
10 -49 6670 8035 3.5 4.1
j 5 0 - 99 927 1128 i... ,____ , J 1 0.6
100» ij 1194 1483 1 0.6 0.8
TOTAL 1 185869 1 9 4 2 1 9 100 100
l.„........................
Source:  S m a l l  Indus try  (1989), State P la n n i n g  Organ i za t io n  of Turkey (SPO).
Table (2.4) shows the distribution of SMEs in the Turkish industry. 
As seen from the figures SMEs account for 99.2 % of the total enterprises in
industry. In fact, the number of enterprises employing between 10-49 employ­
ees increased from 3.5 % to 4.1 % between 1980-1985. Similarly, enterprises 
employing between 50-99 employees rose from 0.5 % to 0.6 % during the same 
period. There was however, a sight decrease in the number of enterprises with 
less than 10 employees from 95.3 % to 94.5 %. These are called cottage or cirti- 
san based units in which the owner of the firm has a direct control over all the 
activities and seeks personal autonomy at work. The above numbers indicate 
a shift from artisan based firm to an organized small company structure.This 
company structure constitutes the small industry in Turkey and operates in 
small industry estates. They also have an export potential in their activities. 
But this sector has not overcome all the structural problems that occur in the 
export business. Thus their contribution on the export volume of the country 
will be insignificant unless they find a solution to their export problems.
Medium sized industry employing 50-99 people which is on the point 
of becoming a large scale producer has a more organized professional structure. 
These firms employ professional managers and establish a number of functional 
departments that permit them to manage. In contrast to the small industry, 
these organizations are more suitable for export business, because of their struc­
ture, therefore, they can increase their export potential, they can make subcon­
tracting agreements, they can export directly, they can adopt alternative types 
of participation in exports.
Since most of the additional tax and social insurance obligations be­
gin to accelerate for the enterprises employing more than 10 individuals (10-49) 
(50-99), increase in these categories is a good sign in terms of efficiency.
Data published by the industrial sector indicate that. Table (2.5), 
SMEs are concentrated in the sectors of wood, textile and leather. SMEs in
these sectors are producing more labor intensive products in comparison to 
other enterprises.
Table 2.5: Breakdown of Industiy by number of enterprises in Turkey ( percentage 
distribution ).
Year:1980 Numoer of employees
Economic activity 1-9 10-49 50-99 1004- Total
Food & Tobacco 88.8%
Textile & Leather 96.8%
Wood 99.0%
Paper 91.0%
Chemicals 83.6%
Non-Metallic 90.1%
Basic Metal 54.9%
Fabricated Metal 96.5%
Others 97.8%
TOTAL 95.3%
8.4% 
2.4% 
0 .8% 
7 . 2 % 
12.8% 
6 .1% 
34.5% 
2 .8% 
1.7%
3.5%
1 .1%
0.3%
0 . 1%
0.9%
1.7%
,7% 
, 6% 
3%
0.3%
1 .
0 .
0 ,
0 .
1 .
2 .
5,
0 ,
0 .
7%
5%
1%
9%
9%
1%
0%
4%
2 %
0.7%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
1 0 0.0%
100.0%
100.0%
Year:1985 Number of employees
Economic activity 1-9 10-49 50-99 1004- Total
2 %
1%
1%
0%
Food & Tobacco 78.7% 7.
Textile & Leather 95.9% 3.
Wood 98.7% 1,
Paper 90.8% 7,
Chemicals 88.1% 8.8-
Non-Metallic 88.6% 7.4-
Basic Metal 83.0% 11.95
Fabricated Metal 94.4% 4.25
Others 97.6% 1.85
7%
4%
n OJ- o
0%
6%
7%
5%
6%
3%
13.4%
0 .6%
0 .1%
1 .2%
5%
3%
6%
0 .8%
0.3%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
100.0%
TOTAL 94.55 4 . V 0 .6 % 0 .8% 100.0%
Source: Small Industry (1989) 
Turkey (SPO).
State Planning Organization of
10
The role of SMEs varies from country to country, for instance Taiwan 
has an industry largely dominated by SMEs. The traditional strong points of the 
Taiwanese industry can be found in the flexibility of the productive apparatus 
due to the small size of enterprises and their great openness to world markets 
( especially in electronics and textiles ), qualities resulting in a capacity to 
respond very rapidly to new opportunities. Turkish SMEs generally refer to 
low price and quality segments due to their lack of modern technology and 
know-how in their functional field.
2.4 E xports o f SM Es in Turkey
2.4.1 Role of SMEs in Exports and Their Competitive Position in 
the Industry
In Turkey, measures to encourage the expansion of SMEs export activities were 
introduced in the second and third five year plans. However, these measures 
did not give any significant results because of the import substitution policy 
applied before 1980 which Wtis a disincentive for producers trying to be success­
ful in export markets. After the implementation of the stabilization program in 
January 1980, export activities started picking up. At the same time, Turkey 
abandonned the policy of import substitution and adopted an export oriented 
policy. Domestic firms were now assigned the crucial role of establishing export 
oriented industries.
Most of the incentives provided were taken by big trading houses. It 
was believed that these companies would execute a better performance than 
others in handling export activities. However, the importance of SMEs cannot 
be overlooked. During the period 1980-1985 SMEs performed their export ac­
tivities through foreign trading companies through a process called ”by pass”
11
and by doing so shared some of the incentives directed to these companies.
The majority of SMEs fighting with an excess demand in domestic 
markets are less motivated to produce for the international markets in the 
absence of export incentive schemes directed to them. Their limited production 
capacities specifically designed to meet the domestic demand do not permit 
them to satisfy the external demand both in volume and quality.
Consequently, price remains a major competitive tool for Turkish 
exporters in ihe world markets. Non price elements such as product quality 
and differentiation, promotion, channels of distribution and transportation have 
not received much attention as competitive tools.^ Most of the production 
technologies of manufacturing exports attained during the import substitution 
phase did not take product quality'^into consideration.
SMEs have a competitive advantage over LSE in their flexibility in 
the production process. According to the study“* most of the exporting SMEs 
stated that, they undertook changes in product design,quality and shape. These 
changes cannot be handled easily by large scale producers.
2.4.2 E x p o rt S tru c tu re  of Turkish  In d u s try
The unavailability of appropriate statistics indicating the relative position of 
SMEs in Turkish exports like the ones in employment and number of enterprises, 
prompted me to consider the ” export sales volume ” as the determining factor 
in my analysis. I took the annual export value of one million dollars as a cut 
off point to determine the place of SMEs in Turkish exports.
The breakdown of exports by categorical data organized on export
’BODUR, Muzaffer (1986).
‘BAYKAL, Olcay - PAZARCIK, Orhan - GÜLMEZ, Îlyas (1985).
12
value indicates the country’s export structure. Table (A.2) in the appendix 
indicates an unequal distribution of categorical data with two extremes in cat­
egories 0-1 and 100-999 of export volume. In the first category (O-l) 90.7 % 
of total number of firms realized 7.7 % of total export volume in 1985. The 
figure slightly changed in 1990, with a share of 86.6 % in the total number of 
establishment realizing 11.1 % of the total export value. On the other hand, 
the category, (100-999) realized 28 % of total export value with 0.2 % of total 
number of firms in 1985. In 1990, with 0.2 % of total number of firms, the total 
export value was 33.4 %. All these numbers indicate that,big trading companies 
experienced high growth rates in these years and captured a significant portion 
of the total export volume. On the other hand, SMEs experienced poor perfor­
mance in export activities. Their share in total exports increased slightly from 
7.7 % to 10.2 % from 1985 to 1990r
2.5 R ole of SM E s in Em ploym ent C reation
Small and medium sized enterprises play an important role in the solution of 
employment problems. There are wide range of publications on this subject. 
According to Birch (1979) who studied the employment change in 5.6 million 
U.S establishments ( 51 % of all private sector establishments ) 66 % of new 
jobs were created in establishments with less than 20 people. According to 
the Canadian Federation of Independent Business, between 1975 and 1982 en­
terprises employing under 50 employees created 100 % of all new jobs in the 
country.^ In the United Kingdom, according to the study of Newcastle Uni­
versity covering the period 1971-1981 enterprises with 19 or fewer employees.
‘NELSON, Robert E. (1987).
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while accounting for only 13 % of al! employment in the sample were respon­
sible for 31 % of the job creation and enterprises which employ less than 100 
people indicated that these firms would have created 52 % of all new jobs during 
that period.® All of these studies imply that SMEs have an positive effect on 
employment creation.
In Turkey, the role of SMEs on employment creation has been anal­
ysed by various authors at different times. According to Akmut (1983) SMEs 
played a social insurance role by creating jobs for the owners and their relatives. 
Additionally, Tigrel (1990) stated that SMEs played an important role in the 
creation of new jobs in the Turkish industry. These studies indicate the positive 
role of SMEs in creating jobs both in Turkey and world.
SMEs tend to be more^ labor intensive whereas large firms tend to 
be more capital intensive. Although large firms do employ more people, SMEs 
rely more on labor to manufacture their products.In large scale firms machine, 
equipment and automation constitute an important part of the unit production 
cost.
In other countries SMEs provide significant employment in manufac­
turing. In Britain roughly i/3 , in U.S.A 40 %, in Japan 81 %, in W.Germany 
64 %, in Chile 51.6 %J
In Turkey, SMEs provide more employment at low costs. The unit of 
manufacturing cost in large scale industries is 35 millions TL., whereas it was 
8.5 million TL. in SME in 1985.® Table (2 .6) indicates that, SMEs provided over 
half of the employment in Turkey between 1980-1985. The employment rate of 
cottage industries declined from 38.5 % in 1980 to 33.5 % in 1985. Employment
‘NELSON, Robert E. (1987). 
’YALIM, Güler (1987). 
•YALIM, Güler (1987).
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in small enterprises and medium sized enterprises increased during the same 
period. This implies that small and medium sized enterprises have increcised 
their role in employment generation.
Table 2.6: Change in the employment in manufacturing industry, Turkey, as of 1980 
and 1985.
r ‘ .......... ....’
1 size
i'"'... .......
N u m b e r  oi e m p l o y e e s
P e r c e n ta g e  sh are  
out ol total 1
1 ·
E m p lo y m e n t ! 1 9 8 0 1 9 8 5 1 9 8 0  i 1 9 8 5
1 -9 493743 47 2 06 8 38.3 33.5
10 -49 134737 169634 10.4 12.0
50 -99 63852 78531 5.0 5.6
100 + 596984 68 8 56 7 46.3 48.9
TOTAL 1 2 8 9 3 1 6 1 4 0 8 8 0 0 100 1 100
Source:  Sm al l  Industry  (1989). State P l a n n i n g  Organ izat ion  oi Turkey (SPO).
Employment by industrial sectors indicated in Table (2.7) show that 
a very small number of enterprises employ a significant amount of people in the 
textile, food-tobacco and wood sectors. The wood sector employs 81 % of the 
all employment in this industry.
Another important point is that export oriented policies have a pos­
itive effect on employment creation. Taiwanese SMEs with a share of 47 % of 
total value added created, largely dominate the manufacturing industry. These 
SMEs contribute much to the economic development of the country and form 
the major exporting groups of the country. Taiwanese firms exported 11.2 %
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Table 2.7: Breakdown of employment by industrial sectors, (percentage distribution) 
'rurkey (1980-1985).
Year:1980 Number of employees
Economic activity 1-9 10-49 50-99 100 + Total
Food & Tobacco 22.7% 11.6% 5.2% 60.4% 100.0%
Textile & Leather 38.8% 8.6% 3.9% 48.7% 100.0%
Wood 83.3% 5.0% 2.3% 9.3% 100.0%
Paper 31.4% 14.2% 6.0% 48.4% 100.0%
Chemicals 22.4% 16.5% 7.8% 53.3% 100.0%
Non-Metallic 22.2% 11.5% 9.6% 56.7% 100.0%
Basic Metal 2.9% 10.2% 5.4% 81.5% 100.0%
Fabricated Metal 51.5% 10.5% 4.3% 33.7% 100.0%
Others 70.1% 11.8% 8.1% 9.9% 100.0%
TOTAL 38.3% 10.5% 5.0% 46.3% 100.0%
Year:1985
jNumber of employees
Economic activity 1-9 10-49 50-99 100 + Total
Food & Tobacco 24.3% 13.6% 4.8% 57.2% 100.0%
Textile & Leather 36.8% 10.9% 5.0% 47.3% 100.0%
Wood 81.3% 6.7% 2.3% 9.6% 100.0%
Paper 27.1% 14.1% 6.9% 52.0% 100.0%
Chemicals 18.4% 15.1% 8.5% 58.0% 100.0%
Non-Metallic 18.6% 12.8% 8.0% 60.6% 100.0%
Basic Metal 7.9% 9.3% 5.6% 77.3% 100.0%
Fabricated Metal 35.2% 13.3% 6.1% 45.4% 100.0%
Others 66.6% 11.8% 6.7% 14.9% 100.0%
TOTAL 33.5% 12.0% 5.6% 48.9% 100.0%
Source: Small Industry (1989) , State Planning Organization i of
Turkey (SPO)
of GNP in 1961 and 50 % of GNP in 1984.® In Taiwan, manufacturing exports 
have contributed in generating employment because they are, by and large, 
•RABUSHKA, Alvin (1987).
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more labor intensive than the enterprises which produce for the domestic mar­
ket production. In Taiwan the proportion of labor force in export production 
and related businesses increased from 11.9 % in 1961 to 34 % in 1976 and export 
growth sustained full employment despite steadily rising productivity.
Considering the influence of export orientation on employment cre­
ation as is the case in Taiwan, Turkish SMEs can also play a major role in 
employment creation given appropriate assistance in export led industrializa­
tion.
2.6 SM Es C ontribution on E conom ic Life O ther Than  
E m ploym ent
j
These tiny units are more suitable for technology transfer than la.rge scale enter­
prises, because they can test new ideas of product processes without committing 
huge amount of resources and their failures do not cause a major disturbance 
to economic progress.*“
SMEs, in turn, are less affected by the disturbances in the economy. 
Oil shocks, or a sudden increase in prices of raw materials may cause large 
firms to go bankrupt. Also, long lasting conflicts between labor unions and 
management may put the large scale companies in big trouble. On the other 
hand SMEs with their small size can cope better with the problems of a changing 
economic environment.
A few large metropolitan areas embody most economic activities in 
developing countries. For example in Egypt 48 % of wholesaler establishments 
are located in Cairo and Alexandria. In Turkey, 35 % of all wholesales are
“BELDING, Eser Uzun (1986).
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concentrated in İstanbul.“  Although there is an existing demand, a wide range 
of products is not available in other regions. Large scale enterprises often do 
not intend to invest in these regions due to limited sales potential. In this 
respect, SMEs could increase the living standards in the areas where large scale 
enterprises do not want to operate in.
SMEs can play a complementary role to large scale industries. Both 
parties will benefit if small and large scale enterprises grow together mutually 
reinforcing each ocher. In this way, large scale enterprises will take the advan­
tage of specialization and division of labor.
As Table 2.4 indicates, SMEs constitute the 99.2 % of all manufac­
turing enterprises in Turkey. In this respect, they play an important role in the 
development of indigeno”? entrepreneurship.
“ PETROF, John C. (1987).
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C h ap ter 3
STRUCTURAL PROBLEMS OF SMALL
AND MEDIUM SIZED ENTERPRISES IN
EXPORTS
3.1 Technological Factors
For a SME to be competitive in international markets, it should employ new 
production technologies that allow cost reductions and quality improvements. 
Acquisition of technology is also needed for product diversification and better 
diffusion in markets abroad. Additionally, another reason for being concerned 
with the technology may be the subcontracting relationship between interna­
tional firms and domestic SMEs.
Often, access to new technologies is problematic for SMEs since the 
managerial ability of these firms is bcised on practical experiences, they are often 
less prepared to introduce appropriate changes in technology.
Major sources of technology acquisition include patents, licences, 
joint ventures.
SMEs have problems in the fields of ;
- Selection of appropriate technology,
- Acquisition of right raw material, machine and equipment.
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- Accessing to general advisory services in all steps of production,
- Performing research and development activities.
3.2 M arketing Factors
For a SME the export market is not more attractive than the domestic market. 
Domestically, they know their customers, competitors, suppliers and distribu­
tion channels. In addition they know the strengths and weaknesses of their 
products. Shortly they have a sharp control over their own business activities 
in local markets. Additionally SMEs generally operate with excess demand 
and hardly meet the orders of customers in local markets due to their limited 
production capacities.
SMEs are not well equipped to engage in export activities. Selling 
a product abroad successfully often requires identification of consumer needs 
in target segments in export markets. Most of the SMEs are not able to ob­
tain any kind of relevant information due to their weak information channels. 
Although, there are institutions providing some kind of export marketing in­
formation ( Eg. IGEME ), they may not be tailored to the specific information 
needed by the individual firm. In the same manner, participating in fairs and 
exhibitions is often limited and involves complex procedures to be handled in­
dividually without any external assistance. Nevertheless, SMEs should perform 
a few basic marketing processes described below ;
- Meeting distinct product priorities and design,
- Solving language and distance problems,
- Modern advertising and sales promotion techniques,
- Coping with complex export procedures including tariff systems, 
import licensing procedures.
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- Conducting market research abroad,
- Obtaining all kind of relevant information, factors affecting foreign
trade.
One of the most encountered problem in foreign trade is the insuffi­
cient quality control activities provided by the small companies. An ordinary 
SME can hardly provide quality control services and often lacks the standards 
of the exporting country. Their organizational structures don’t permit them to 
establish quality control departments as in the case of large scale producers. 
Besides, it will induce an extra cost on the unit price which SMEs, lacking 
economies of scale, may not be able to cover in the short run.
There should be additional motivational factors including export in­
centives, export marketing consultancy to stimulate participation of these firms 
in the total export of the country. Otherwise an individual SME will experience 
difficulties in marketing a product abroad due to insufficient information on ex­
port markets. Collection of information individually will often lead to incorrect 
decisions in management.
3.3 F inancial Factors
Capital scarcity is a common problem for the SMEs especially for the ones 
engaged in foreign trade. Export activities often need additional investments 
in various areas, for example to expand the production capacity to meet both 
domestic and foreign demand, to import modern production technologies, to 
produce manufacturing goods competitively, to employ high quality production 
and management personnel, to maintain the complex foreign trade activities, 
to establish overseas branch offices, participate in fairs and exhibitions and to 
perform marketing activities. All these activities require a high level of finance
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and an additional working capital for these firms.
Exporting SMEs have additional financial problems in comparison 
to domestic oriented SMEs. Engaging in foreign trade needs more financial 
resources especially in the areas of pre-shipment and post-shipment finance. 
Pre-shipment finance is needed to cover the cost of production, cost of packing, 
cost of insurance and freight etc. On the other hand, post-shipment finance 
represents working capital provided for the time interval between the shipment 
of the goods and the actual payment.^
Some possible ways of improving the financial strengths of the com­
panies are; accessing to bank credits, internal sources and government subsidies. 
Accessing to bank credits is often problematic for an individual SME. The lack 
of suitable collateral, inadequate ^ records and a high cost of servicing SMEs, 
make the banks extremely reluctant to provide credits to these enterprises un­
less given a special incentives to do so ( risk funds, subsidies, etc. ).
3.4 M anagerial and O rganizational Factors
Export oriented industries require high skilled employees for functional activ­
ities and competent managers to handle complex export transactions. Gener­
ally, in the early stages of export orientation, small manufacturing industries 
emerged in one of the forms stated below :
- Subcontracting,
- Partnerships or Joint-ventureships,
- Direct involvement in production.
In the first group, SMEs produce some parts or components of the 
end product by employing subcontracting agreements. To perform this, the
‘KHAN, S.H.
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company should acquire the necessary production technology needed to produce 
the contracted parts. Although, SME may not have to worry about marketing 
activities, they should still employ qualified personnel to manufacture the parts 
or components ( production oriented firm ).
As a second alternative, SME can form a partnership or a joint- 
ventureship with foreign parties to produce either specified parts or the whole 
of the product. The foreign partner will provide technology and marketing in­
formation for the production and selling activities respectively. As both parties 
involved are engaged with functional activities, the SME should employ skilled 
personnel to maintain a high level of communication between the parties.
Finally, the SME could compete in export markets directly with its
j
own resources. In contrast to the other alternatives, the skills of a competent 
export trader will be indispensable in dealing with all the functional activities 
including manufacturing, distribution, marketing abroad and handling the ex­
port transactions. This form of participation in export activities will be quite 
difficult for an individual SME to realize unless it has a strong background in 
export trade.
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Chapter 4
GOVERNMENT POLICIES ON SMALL
AND MEDIUM SIZED ENTERPRISES
4.1 G overnm ent Policies R elated  w ith  Technological
A spects o f SM Es ^
4.1.1 Role of Foreign Investment on Acquisition of Technology in 
Exports Producing Industries
Foreign investment plays an important role in the formation of export led in­
dustrialization and helps the less developed countries (LDCs) to exploit their 
competitive advantages in the manufacturing industry. Generally, firms in the 
developing countries mostly lack modern technology and know-how to produce 
manufactured goods competitively. Besides, lack of knowledge on consumer 
preferences abroad, relevant promotional devices and bureaucratic procedures 
in exported countries restrict the success of these firms in international mar­
kets. The inflow of modern production technology, relevant marketing informa­
tion and management methods by foreign investors improve the existant export 
potential of these firms. Moreover, foreign firms are attracted by the benefits 
of cheap factors of production such as; cheap labor force and cheap natural 
resources that developing countries have to offer. So these firms will help the
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corresponding countries to exploit their competitive advantages.
The amount of foreign investment in an export oriented developing 
country can be a good criterion for industrial development. The total value of 
foreign capital inflow to Turkey in the years 1952-1980 was 228 million dollars.^ 
According to OECD statistics at the end of 1981, the total accumulated invest­
ment by DAC countries in Taiwan was 2.3 billion dollars and 1.6 billion dollars 
in Korea. Taiwan and the Republic of Korea started to pursue export led ori­
ented models in the early 60s. They have been attracting foreign investment 
since the implementation of their export led industrialization process.
Turkey had followed inward oriented policies till January 80 when 
the stabilization program was introduced. The long lasting import substitution 
phases restricted the inflow of foreign capital. With the January 80 stabilization
J
program, the government undertook a series of measures regarding the simplifi­
cation of the appraisal process and reduced the bureaucratic procedures related 
with direct foreign investment. According to the foreign investment department 
of the state planning organization, the number of active firms operating under 
foreign investment rose from 100 in 1980 to 1826 in January 1991 Table (4.1).
The above analysis examines the flow of foreign capital to Turkey 
but fails to study the role played by foreign investment in the Turkish manu­
facturing industry. Arman Kırım performed a study in 1990 to point out the 
relation between technology and exports in the manufacturing industry. In his 
study, the sources of technology acquisition among 689 largest industrial enter­
prises were surveyed during the period 1987-1988. The sources of technology 
acquisition of firms are summarized in Table (4.2). The data show that both 
exporting firms and domestic market oriented firms rely on domestic sources.
‘ÖZEL, Mustafa.
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Table 4.1: Breakdown of foreign investment by dollar value and number of firms, 
Turkey.
Year
1 V 7 9  
1 9 8 0  
1 9 8  1
1 9 8 2
1 9 8 3
1 9 8 4
1 9 8 5  
1 9 8 6  
1 9 8 7  
1 9 9 1
N u m b e r  ol 
Act ive C o m p a n i e s
9 1 
100 
1 2 7  
1 7 0  
1 8 5  
2 6 7  
4 2  1 
6 1 0
A m ou n l  ol 
Fore i gn  I nv e s l me n l s  
A pp r ov e d  (US $ M i l l i o n )
2 2 8  
9 7  
3 3 8  
1 6 7  
1 0 3  
2 7  1
8 3 9
1 8 2 6
2 3 8
4 7 4
6 9 8
1 7 8 4
Source: F ore ign  In ves tm en t D e p a r tm e n t  0991), State P la n n in g  
O r g a n iz a t io n  oi Turkey, (SPO).
Furthermore, exporting firms have a comparatively higher number of licence 
and foreign investment in their bodies. But, a major part of technological ac­
quisitions is still obtained from domestic sources (72.3 %). These percentages in 
the Table (4.2) indicate that, exporting firms relied much on domestic sources 
relative to foreign investment and licences to produce their exports. One of 
the observation of this situation is: Although the number of firms with foreign 
equity participations has increased much since the implementation of the Jan­
uary 1980 stabilization program, their role in export expansion hcis not reached 
significant levels yet. Another observation of these data is that, the role of 
multinational enterprises in Turkish manufacturing export hzis generally been 
minimal. Of the 463 exporting firms in the sample, only 13 % reported that
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Table 4.2: Sources of technology acquisition.
D o m e s t i c  Src.,
I n i o r m a l  F o r e ig n  Src. 
M a c h i n e r y  P u r c h a s e s
F o r e i g n  L ic en s o r
F o r e i g n  Parent  Firm
C h i - s q u a r e :  21.19831
Level  oi  S i g n i l i c a n c e :  o . i7 io
E x p o r t i n g  Firms  
72.3 %
33.7 %
5.8 %
Dom.Mrkt .Qri.Firms
77.Ü %
23.5 % 
3.1 %
Porc «n 1 ag o t  d o  not  sum to 100 
b e c a u t e  of m u l t i p l e  r e s p o n i e s
Al l  t y p e s  ol n o n e q u i t y  t e c h n o l o g y  t r a n s l e r  
m o d e s  h a ve  b e e n  I n c l u d e d
The l o r e l g n  f i rm has  a n  e q u i t y  p a r t i c i p a t i o n  
In t h e  l o ca l  l l rm
Source: KIRIM, A rm an (1990), World D e v e lo p m e n t  Vol.18, No.lO, pp.1351-1362.
they have received technological assistance from foreign companies to improve 
the product quality and design.^
The FDI played a major in the Asean countries’ expansion of exports® 
but the same does not apply in the Turkish export structure. Firstly, the FDI 
has not been important in export led industrialization in Turkey. Next, Turkish 
firms realized their exports by largely using domestic technological capabilities, 
previously acquired during the inward oriented phase. Finally, the role of FDI 
can be increased if a number of conditions particularly in terms of investing in 
export related activities are met.
’KIRIM, Arman (1990). 
’HIEMENZ, Ulrich (1987).
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4.1.2 Sm all and  M edium  Sized In d u s try  D evelopm ent C enter 
(K O SG E B )
Small and medium sized industry develof)ment center (KOSGEB) provides ser­
vices on selection and development of suitable technology) raw materia! selec­
tion, laboratory services, quality control, marketing, training etc. They are 
performed by KOSGEB’s permanent staff in their own facilities, staff of KOS­
GEB. Also, it offers the possibility of access to data banks of other institutions 
such as, the export development center, the state planning organization, invest­
ment banks and other related organizations.
4.2 G eneral Incentive Schem e D irected  to  SM Es and 
Financial Policies of G overnm ent
SMEs have been increcisingly getting more attention in each five year plan due 
to their important effects on the factors discussed in chapter (2). In the first 
five year plan, various type of decisions were taken to improve the role played 
by SMEs in the domestic market. Some of the important points in this plan 
were
- providing cheap credits,
- arranging SMEs in industrial estates,
- training programs on handcrafts.
In the third five year plan, decisions were taken to encourage SMEs 
entrance in external markets.
- entering international markets by taking orders,
- improving the existing structure of SMEs in order to match the 
external demand.
28
- aligning with the strong tourism potential of Turkey, improving 
handcrafts.
In the fourth five year plan, policies aimed at creating organized 
industrial estates, small industry sites and encouraging participation in fairs 
and exhibitions to promote the products of small industry and handcrafts in 
international products.
In the fifth five year plan, the government took decisions to
- assist the firms in marketing abroad, financial consultancy,
- develop special training programs in industrial estates,
- regional development.
As of 1990 the incentive scheme offered to SMEs consists of:
- tariff exemptions andim port license on investment goods,
- investment subsidy, the rate of subsidy depends on regions and area 
of the investment,
- benefiting from investmem finance fund,
- Tax exemptions, levies, duties,
- Deferring of value added tax,
- investment credits with preferential rates.
To summarize, despite the various kinds of incentive scheme avail­
able to SMEs, no special financial promotional techniques directly designed to 
motivate these firms in export business, and in investing in export oriented 
industries have been offered. This lack of differentiation in incentive scheme 
between producing for domestic markets and export markets restricts the role 
of SMEs in cultivating the total export potential of Turkey.
The export concept heis been drawing attention since the implemen­
tation of the January 80 stabilization program. Switching to an export oriented
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model after a long phase of import substitution forced firms to engage in the 
export business encouraged by the export incentive scheme. As a result of rely­
ing heavily on big trading houses rather than SMEs in the development process 
of exports, all financial incentives were designed to serve these trading houses 
during the years 1980-1988.
In contrast to domestic markets, producing for export markets re­
quires additional working capital and finance to enable SMEs to meet the capac­
ity requirements for both domestic and export markets, upgrade the technology 
to the latest levels and to handle the complex export activities.
Turkish SMEs cannot access to a high number of financial institu­
tions and funds like their European counterparts. Within the European com­
munity, besides the countries’ ovyn financial institutions The European social 
fund. The European regional development bank and The European investment 
bank among others help alleviate the financial problems of member countries’ 
firms.
Financial institutions are extremely reluctant to provide sufficient 
amount of credit with preferential interest rates because of the risks associated 
with the weak financial position of SMEs. In Turkey the total amount of credits 
offered to SMEs during 1980-1986 was around 2-3 %. Commercial banks gener­
ally provide credit to SMEs based on real estate rather than business projects 
as a collateral. The banks attitude highly reduces the probability of obtaining 
suitable credits from institutional sources. Non institutional sources such as 
obtaining capital from relatives, friends and professional money lenders can­
not solve the capital requirements of SMEs engaged in the export business in 
the medium and long run. So additional financial devices should be developed 
to help the SMEs in their financial problems. In this context the government
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should intervene in order to establish risk funds to decrease the risks encoun­
tered by banks and to offer preferential credit to exporting SMEs at least until 
the period of adaptation to export business is completed.
In the same context, the role of Eximbank, currently serving for the 
large scale exporters, should be redesigned to meet the pre-shipment and post­
shipment financial requirements of exporting SMEs.
Halkbank provides various types of credit to SMEs to assist their 
industrial development process in the country. Some of these credits are, co­
operative credits, industrial credits, fund credits and export credits. Export 
credits constitutes the 2.8 % of total credits distributed in 1989. Halkbank the 
major credit supplier of SMEs should prepare special credits to promote the 
establishment of export oriented industries among the SMEs in the country.
On the other hand the government promotes the establishment of 
duty free zones. These kinds of zones such as foreign trade zones or export 
processing zones contribute much on export led industrialization and assign a 
significant role to SMEs in these areas. Free trade zones do play an important 
role in many of the Asean countries. Taiwan realizes approximately 10 % of its 
export volume from its export processing zones.
4.3 E xport D evelopm ent Center (IG EM E)
Governments established a number of institutions to help the SMEs in their 
functional activities. The most important organizations ready to help SMEs 
in both their domestic and export activities are the Export development cen­
ter (IGEME) and the small and medium sized enterprises development center 
(KOSGEB).
IGEME was established to help the domestic firms in their export
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business and provides export marketing consultancy to the firms concerned. 
The major activities of this organization are given below :
- To introduce Turkey’s exportable products in foreign markets,
- To establish business contacts rendering the coordination between 
foreign importers and Turkish exporters,
- To provide information to the foreign importers about the Turkish 
export products, export capacities, the addresses of exporters and status and 
the related procedures,
- To participate in fairs and exhibitions abroad and arrange sales 
promotion and advertisement campaigns in foreign markets,
- To conduct research in relation with the foreign export markets,
- To conduct promotional activities of Turkish products in prospec­
tive foreign markets,
- To arrange conferences and seminars and to participate in confer­
ences and seminars arranged by other countries,
- To arrange programmes for foreign trade missions and to introduce 
them to the Turkish exporters,
- To inform the relevant bodies on time by following the world market 
fluctuations closely,
- To give enlighting information to the foreign businessmen and or­
ganizations about Turkish products, exporters and investment opportunities in 
Turkey.
But one of the most important difference between IGEME and their 
counterparts in the world (such as Korean KOTRA) arises from the nature of 
information channels. IGEME does not have its own foreign information offices 
distributed over a wide range of countries. However, it acquires all kinds of
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information from the trade departments of Turkish embassies abroad. This 
prevents the acquisition of relevant information needed for export activities as 
it does not consider the exporter’s requirements. IGEME like its counterparts 
abroad should establish its own information offices.
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Chapter 5
ALTERNATIVE WAYS OF PARTICIPATING
IN EXPORT ACTIVITIES FOR SMALL AND
MEDIUM SIZED ENTERPRISES
There are various ways for a SME to participate in export activities. 
These are important in the sense that, they will determine the role of these firms 
in international trade and form a base for studies involving the improvement of 
this sector in the industry. These are ;
- Trading House,
- International subcontracting by selling products to foreign cus­
tomers according to their specifications,
- International joint-ventureship and SMEs,
- An indigenous exporter to whom the SME is an auxiliary,
- Direct Exports of goods individually,
- Forming a specific export organization.
5.1 Trading H ouse
Big Trading Houses as intermediary organizations facilitate export activities 
of constituting firms by ensuring economies of scale in marketing, purchasing 
and distribution, bearing the significant part of the risks involved in exporting.
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Most of the SMEs’ exports were handled by foreign trading companies (FTCs) 
through a process called ” passive exports ” especially in the years when these 
companies were being heavily promoted by governments. By doing so SME 
shared some of the incentives directed to FTCs and FTCs increased their export 
volume and satisfied the growing requirements of the government. But the 
poor level coordination between these firms, created problems which resulted 
in a gradual decrease of passive exports in FTC’s export volume. This system 
could be successful in an environment where there is great interaction between 
SMEs and FTCs in every fields of foreign trade including services to SMEs in 
functional areas, providing training programs and technical assistance to SMEs 
to increase the performance of these firms in foreign trade. The slowing down 
of FTC exports after 1988 prevented any further relations between these firms.
5.2 International Subcontracting
In general, international subcontracting involves a contractual relationship be­
tween an independent supplier in one country and a buyer abroad. It enables 
enterprises in developing countries to develop and grow through transfer of tech­
nology and know-how in marketing and management from the parent buying 
company and to export products abroad.
In today’s industrial countries, most SMEs are either subcontractors 
to large (often multinationals) corporations or specialized niche producers.^ 
In Italy for example SMEs fill the market niches that are too small or too 
specialized to be filled by bigger firms. Intending on an area of specialization, 
those firms can penetrate the market niches and gain a competitive edge in 
these areas.
‘JORGE, Niosi and JACQUES, Rivard (1990).
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In Turkey, a developing country, SMEs mostly suffer from modern 
production technology, relevant marketing information and managerial skills, 
therefore they cannot refer to specialized market niches as their counterparts 
can in developed countries.
Furthermore, international subcontraicting provides solutions to the 
structural problems of SMEs in their export activities as discussed in the third 
chapter. A subcontracting SME will experience less difficulties in niarketing its 
products than a direct exporting firm because the parent firm will be ready to 
purchase all the subcontracted parts under consideration. Moreover, a parent 
firm will probably provide technical assistance to manufacture the parts/goods 
concerned and this, in turn, will solve the problems that arise from poor product 
quality, bringing the goods quality to international standard. Finally, a parent
J
firm may help the subcontracting firm in its financial operations by accessing 
it to international financial institutions.
The overall implication of this type of involvement in foreign trade for 
Turkish SMEs can be summarized as follows: Although this type of involvement 
in export activities has numerous advantages over the others, it requires a high 
number of export traders able to access to international markets by receiving or 
forming subcontracting agreements with relevant parties abroad. As seen from 
the Table (5 .1) and Table (5.2) Turkey has less export traders than Taiwan, 
consequently, a high level of export volume cannot be reached by solely focusing 
on subcontracting at least in the short term. Besides, the amount of foreign 
investment entering Turkey concentrates on integrated plants which do not 
provide many jobs to SMEs in the form of subcontracting.
International subcontracting among other alternatives is the most
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Table 5.1: Export traders in Taiwan and Korea.
KOREA TAIWAN
YEARS
1 975
1980
1982
1 984
i __________ i-
N u m b e r  ol 
Ex por l  
Trad© rs
1200
1900
Average  Value 
ot 1 nd usi r la 1 
Expor t s  pe r  
Traders
($ OOO's)
N u m b e r  ot  
Ex po r t  
Traders
i-...
2300
3500
5300
7000
5800
5200
8889
Av er age  Value  
ol I n d u s t r i a l  
Expor t s  p e r  
Trade r s  
(S OOO's)
1400
... -i
1000
1 3320
14 117
20597
1300
1300
1 500
1400
Source: LEVY, Brian. C o lu m b ia  J o u r n a l  oi World B u s in es s ,  S p r in g  1988, pp.45.
crucial one in the export expansion of this sector. First of all it shifts most of 
the problems denoted in chapter 3 to the parent firm. This type of involvement 
in foreign trade is very popular for Taiwanese SMEs. We cannot say the same 
thing for the Turkish SMEs. As discussed in chapter 4 section 1 a low level 
of foreign investment prevents the growth of subcontrax:ting with international 
parties.
5.3 International Joint-V entureship and SM Es
Forming an international joint-ventureship is the another alternative way for 
SMEs to participate in export activities. By doing so SME will benefit in many 
fields including ;
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- access to investment capital,
- flow oi advanced technology and better quality,
- access to highly developed marketing, managerial and technical
skills,
- cost or differentiation benefits that may lead to scale advantageous. 
All of these advantages will not be easily available for a developing 
country’ SMEs unless there is an international joint-ventureship.
In Turkey, although accumulation of foreign investment reached 6.3 
billion dollars ( 62 % being in the manufacturing industry Y  most of this flowed 
to the sectors where large scale enterprises have control over the market, such 
as the automotive industry and chemical industry. This is not an unexpected 
situation. Generally, multinationals and foreign firms in developed countries 
form an international joint-ventureship with firms in developing countries to 
exploit the comparative advantage of the country. In other words, there is a 
snerygistic relation among the parties. A foreign partner will transfer its com­
parative advantage in know-how and technology. A domestic firm has numerous 
advantages: such as knowledge of the local economy, politics and culture. So by 
joining in a international joint-ventureship both will posses a stronger marke'. 
power in the economy than either of them alone.
In this respect, even though this type of involvement in export busi­
ness has many advantages, it may not be suitable for SMEs since most of them 
do not possess a strong position in the industry. As a final remark, this type of 
involvement in foreign trade cannot induce an enormous increase in the export 
volume of SMEs unless they possess a monopoly power in some field.
’State Planning Organization (DPT).
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5.4 A n Indigenous E xporter to  W hom  the SME is 
A uxiliary
In this type of participation in export activities, SMEs will do subcontracting 
agreements with domestic exporting firms or sell their final products to indige­
nous exporters. It is not an easy task to identify the contribution of SMEs in 
this type of involvement in exports due to the lack of relevant statistical data.
This type of involvement in foreign trade has some advantages. First, 
since the SME will perform its activities with domestic producers it will over­
come the difficulties that arise from operating with foreign firms which may 
have very different styles in their activities.
For SMEs to maJie a great contribution on the export volume of a 
country in this form, there should be a high number of domestic firms estab­
lished in export oriented industries.
But its known that among the foreign trading companies, there are 
export houses specially founded for marketing the products of SMEs. By doing 
this they reap the benefits of tax rebates and other incentives directed to SMEs.
On the other hand. Some of the FTCs began to purchase the final 
products of the SMEs rather than following the process of ” passive exports ” 
due to lack of control on the huge volume of transactions.
In general large scale enterprises in Turkey establish integrated plants 
which do not leave significant jobs to SMEs and offer little opportunities for 
them to participate in export activities.
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5.5 D irect Involvem ent in Exports
This is the most difficult type of involvement in foreign trade. Here SMEs 
should perform all kinds of export activities by themselves. They should have 
well established marketing facilities and skilled managerial personnel to handle 
the complex export activities. In addition, they should have a modern manufac­
turing technology needed to produce manufactured goods competitively. Since 
there will be no ready markets and customers outside available to purchase the 
goods produced as in the cases of international subcontracting and other forms 
discussed in this chapter, The SME under consideration should exploit its own 
international markets.
The number of export^traders access to trade channels abroad play 
an important role in shaping the export structure of a country. A high number 
of export traders will improve the export potential of the country and increase 
the volume of direct exports from the SMEs. Table (5.1) shows ® the relative 
positions of export traders in the Republic of Korea and Taiwan. The results are 
interesting in the sense that they show the divergent patterns of development 
in these countries.
Figures in the Table (5.1) indicate the countries’ total number of 
export traders. The number of export traders in Taiwan is far above the number 
in Korea. These numbers together with the value of industrial exports per 
trader indicate that Taiwan has a high number of indigenous export traders. 
The independent export traders were a more important source of exports orders 
to manufactures in Taiwan than in Korea“*.
‘LEVY, Brian (1988). 
‘LEVY, Brian (1990).
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Table 5.2: Export traders in Turkey (1985-1990).
1985 1986  1987 1988 1989 1990
T   ...... !N um b er  oi
i !
Export j 6 v 5 i  \ ’/8  72
Traders 1
A v era g e  N u m b e r  
of
Export V alue  
Per Trader  
( $ OOO's )
1
1144 I 947
i
7858
1295
8405 9718 9556
..r
I¡1 I
1 385 ¡1 1196 j 1180
I
* I n c l u d e s  1-11 m o n t hs
Source: D e p a r tm e n t  of E co n o m ic  R esearch  a n d  Affairs, Treasury a n d  Foreign  
Trade A sso c ia t io n  of Turkey.
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The number of export traders and average value of exports in Turkey 
is presented in Table (5.2). Figures in this Table indicate that although the 
number of export traders increased by 39.8 % from 1985 to 1990 the average 
value of exports per traders rose only by 4.5 % in the same years. These numbers 
also show that, Turkey with a population greater than Taiwan and Korea has a 
far less number of export traders than Taiwan but has approximately the same 
number of export traders as Korea.
This is not a surprising case, since the long lived inward oriented 
policies before 80s forced most of the firms to operate in local markets. This 
analysis is important in the sense that it will shape policies related to export 
expansion.
Turkish SMEs mostly short of capital and with financial problems 
will not choose this type of participation in export activities unless they receive 
orders from abroad.
Turkish SMEs made goods for domestic consumption rather than for
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export, during the phase of import substitution. Even after 1980 when the 
export oriented policy was implemented, SMEs were still unable to deal with 
export activities. They are also not skillful enough to respond to the structural 
problems mentioned in the third chapter.
5.6 A n A lternative M odel to Sm all and M edium  Sized  
E nterprises and the Italian Federexport System
5.6.1 Factors that Lead to a Specific Model; Taiwan, Korea and the 
Situation in Turkey
An alternative model to encourage firms to engage heavily in exporting should 
be considered and the form of incehtive scheme analysed. In a broad perspective, 
there are two main strategies governing foreign trade ;
- A General incentive scheme directed to all type of producers,
- A Specific incentive scheme designed to a particular group of firms. 
Views on the general incentive scheme differ, Balassa (1980) argued
that the choice of what products to export should be left to private initiative 
because entrepreneurs will export the commodities that correspond to the coun­
try ’s comparative advantage. On the other hand, Kashani (1977) argued that a 
generalized strategy aimed at promoting exports from all industries and to all 
markets would fail because the promotional impetus would be diffused over a 
large number of industries and markets. The experiences of Taiwan and Repub­
lic of Korea are good examples that illustrate the differences of opinion. The 
Taiwanese industry is largely dominated by SMEs. These enterprises constitute 
the main industrial groups of the country both in terms of size, employment 
and total value added created.
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In Taiwan unlike the Republic of Korea there is no specific model 
implemented to encourage the particular kinds of firms in foreign trade. In the 
general incentive scheme of Taiwan, SMEs played an engine role in the export 
expansion of the country. The key factors responsible for this pattern can be 
summarized as follows ;
- High degree of foreign investment in export producing industries,
- High number of subcontracting with international producers,
- High number of independent export traders.
The first of these factor, helped the formation of export oriented 
industries. These high number of export producing outlets increaised the ex­
port potential of the country. The second factor shifts the main problems of 
SME (chapter 3) encountered in foreign trade to the international parent firms. 
Finally the high number of independent export traders increase the amounts 
of orders taken by foreign producers and expands the export volume of the 
country. All of these factors have not shown a need for a specific model.
On the other hand, the Republic of Korea has pursued a specific 
model to expand the export volume of the country. In Korea, most of the export 
activities are being performed by General Trading Companies (GTCs). The 
reasons lying behind the implementation of a model can be stated as follows ;
- High number of huge conglomerates serving for domestic markets,
- Small number of export traders,
- Heavily reliance on foreign direct investment,
- Overall economic goals of governments in the shape of industry.
The Korean industry by nature, does not posses a high number of
traders engaged in foreign trade. Besides, one of the main government initiatives 
is to stimulate the GTCs to invest in heavy and chemical industries. As a result
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of all of these factors and governments objectives, a model was created for Korea.
As seen from these two countries experiences, the formation of export 
promotion policies depends on the unique characteristics of the corresponding 
country. In Turkey, the main specifications are stated below ;
- Small number of export traders,
- Less subcontracting with international firms,
- Low level of export led industrialization in the manufacturing in­
dustry,
- Small amount of foreign investment in export producing industries,
- Decline in FTC performance,
- Absence of a clearly defined foreign trade regime (after 1988). 
These factors imply that, Turkish firms especially the SMEs are not
j
in a position of maintaining a good performance in foreign trade individually. 
Also, the unique characteristics of the Turkish industry and the decline in the 
performance of Foreign Trading Companies led to the search of alternative 
strategies in foreign trade. SMEs have been getting more attention for the past 
5 years.
5.6.2 Joint Export Organizations as an Alternative Way of Partici­
pating in Export Activities
Another alternative way of participating in export activities is to form a joint 
export organization which will perform all of the functional activities and cope 
with the problems denoted in the third chapter. There are two main types of 
export organizations in the world :
- Non profit organizations ( Eg. Federexport consortia of exporters
in Italy ),
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- Profit organizations ( corporations etc. ).
If the purpose of the new organization to be set up is to provide mar­
keting information such as organization of fairs and exhibitions, collection of 
marketing information on export markets, handling of the complex bureaucratic 
procedures including tariff and regulations of exported countries to its mem­
ber companies, then a non profit organization will better facilitate the needs of 
SMEs. By doing so they can apply to such organizations to get services when­
ever they require help. Since these companies will not require any financial help 
from this organization, there is no need to establish it on profit based structures 
such as corporation etc.
If the members of the joint export organization will seek both mar­
keting and financial help for their export business then organizing on one of
j
the forms of commercial company structures will serve the needs of these firms 
better. This way, the partner companies improve their financial positions be­
cause of the reinforced image of the export organization in the eyes of financial 
institutions. Therefore, they can set up eeisy access to relevant credit channels. 
Besides, they will benefit from other financial incentives of the government. 
Their large size will also increase their market power and they will effectively 
bargain with relevant governmental and financial institutions.
Federexport is an organization (non-profit based) set up by consor­
tia of small and medium sized producers of goods and services (in Appendix 
A, Fig.A.2). Federexport consist of 160 such consortia with more than 6500 
individual businesses who employ a total of 300,000 people.^ These export 
consortia facilitate the publicity and selling activities of member companies in 
foreign markets and provide joint services to these firms.
‘Federexport annual catalogue (1990).
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Federexport’s main operations include; organization of trade missions 
to foreign countries, conducting market research activities,publicity campaigns 
and participation in fairs and exhibitions. An important feature of Federexport 
is that, it does not perform any money based services nor does it behave like 
a commercial agency. Federexport provides membership with a predetermined 
annual fee.
In Turkey there is no organization of this kind. Despite the lack of 
strong cooperation among SMEs, studies on alternative types of export orga­
nizations where conducted as far as 15 years ago.® More recent studies were 
performed by MPM (National Productivity Center)^. In this study an addi­
tional type of export organizations were presented. But export organizations 
have not attracted much attentiomsince the decline in the export performances 
of FTCs in 1988. After this date, the role of SMEs in export business has at­
tracted increased attention. This, in turn, has led to the introduction of new 
ideas and proposals. Recently a specific model was proposed by BISDER®. The 
main functions of this model axe
- Facilitating marketing activities abroad including ; participation in 
fairs and exhibitions, inviting foreign businessmen,
- Setting up easy access to internal and external credit sources,
- Representing the partners in governmental institutions,
- Providing help to partner companies in solving bureaucratic proce­
dures.
- Finding new export markets to their partner companies.
‘ÜNLÜ, Nergiz (1978).
ÜBAYKAL, Okay; PAZARCIK, Orhan; GÜLMEZ, İlyas], (1985). 
'United Importers, Exporters and Manufacturers Association of Turkey. 
*ALPAR, Cem (1990).
46
- Preparing special credit programs with Eximbank.
A corporate company at the top will facilitate all of these activities. 
In this model the nature of stake is partnership rather than membership as in 
the Federexport (in Appendix A, Fig.A.l)
The structure of the proposed model is much like the structure of 
ETA in Austria and DELTA in Switzerland. Both of these corporations were 
organized on corporate structure and perform the functional activities of the 
partner firms.
In Italy financial markets are well developed, therefore accessing to 
credit channels is relatively easy. Italian SMEs can get cheap credits to expand 
their businesses. But in Turkey, financial problems are acute. As explained in 
chapter 3, it is not easy for an individual SME to get credits from the banks with 
preferential interest rate due to its- weak financial resources. Therefore, organi­
zation as a corporate company will increase both the financial strength of the 
head company and the possibility of getting credits from financial institutions.
As SIDO report indicates, Turkish SMEs are in a poor position to 
coordinate the complex export management activities and lack the necessary 
skills to maintain a strong performance in foreign trade. SMEs in Turkey con­
trary to large scale producers, are new to the export concept. They operated 
heavily for the domestic markets even after the phase of export orientation in 
the 80s. So they lack most of skills needed to maintain foreign transactions. 
Therefore, by joining such an organization they will be able reap the benefits 
of economies of scale in their marketing activities and management provided 
that the management of this head corporation is formed by highly skilled and 
experienced people in foreign trade.
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Chapter 6
CONCLUSION AND POLICY
IMPLICATIONS
One of the conclusion of this study is that SMEs have contributed 
much in the value added of other countries but have been comparatively less 
active in Turkish GNP. But this should not lead us to underestimate the role 
played by these firms in the Turkish industry. SMEs representing the 99.2 % 
of all establishments will increase their contribution in the total economy once 
their structural problems in exports are solved. As in the case of Taiwan, 
Turkish SMEs can play a major role in the solution of the employment problem 
if more attention is given to their needs.
Turkey as a developiiig country needs SMEs in the overall develop­
ment process of social life and industry. This will lead to a better distribution 
of income, regional development, and an increase in the living standards all over 
the country.
If certain conditions are met, Turkish SMEs can play a significant 
role in export expansion especially after the decline in the export performance 
of the FTCs. Turkish SMEs mostly operated to match the domestic demand 
even in the years of export orientation and have a number of problems in their 
operational activities including the choice of appropriate technologies, obtaining
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relevant export marketing information, coping with scarce financial resources 
and lack of export management ability.
Although, current government policies are aimed at helping SMEs, 
they do not stimulate them enough to engage heavily in exports.
The amount of foreign investment entering Turkey accelerated es­
pecially after 1980, but it did not result in a change of technology in export 
producing industries. So in this respect foreign investment should be subjected 
to a number of conditions particularly in terms of export performance such as 
investing in export producing industries. Incentives should also be redesigned 
to achieve that purpose.
Exporting SMEs in Turkey do not have good financial positions be­
cause they cannot obtain credits easily and have poor financial endowments 
unlike theii counterparts in Europe where a high number of funds are available 
for SMEs and financial markets are well established. Therefore, the government 
should concentrate on the financial problems of these firms and should consider 
establishing risk funds, increasing the credit potential of Halkbank ajid Exim- 
bank to provide sufficient amount of credits for pre-shipment and post-shipment 
finance.
IGEME provides a variety of export marketing services, however, 
its information channels are not good enough to provide the special kind of 
information required by exporting firms.
The decline in the export performance of foreign trading companies 
especially after 1988 restricted further the development of relationship between 
these companies and SMEs.
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Subcontracting, as an alternative way of participating in export ac­
tivities, offers SMEs numerous advantages in terms of acquisition of technology 
and know-how. However, to register a sizable increase in the export volume 
of the country through subcontracting, the number of export traders should 
increase and be roughly the same as in Taiwan.
Moreover, domestic subcontracting must be promoted among large 
scale enterprises to increase the SMEs business potential and so the export 
potential.
Multinationals and foreign firms prefer to form an international joint- 
ventureship with a domestic firm possessing some kind of monopolistic power 
in the industry. This type of involvement in foreign trade, however, will not 
result in a huge increase in the exports of SMEs.
SMEs cannot compete directly in international markets let alone sus­
tain any growth because of lack of technology, lack of know-how in marketing, 
inability of performing functional activities and finally because they have a poor 
financial bcise.
A remedy to the structural problems of SMEs in exporting could be 
the consideration of a specific type of model. This could prove indispensable 
because of the small number of export traders, limited amount of subcontract­
ing with international firms, low level export led industrialization in the man­
ufacturing industry, small amount of foreign investment in export producing 
industries, decline in FTC ’s export performance together with an absence of a 
clearly defined foreign trade regime.
The Italian Federexport organization can be adopted to Turkish 
SMEs if certain changes are considered to meet the unique characteristics of 
Turkish industry. One such change could be to make it a profit based structure
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rather than a non-profit one. This type of participation in exports will be more 
suitable for SMEs to overcome the problems cissociated with export business at 
leeist in the short and medium term.
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Table A .l: Export value, number of firms by categories of export volume (a).
1985
Export % of Number % of Tot. Exp.Value
EXPORT VOL. Value Tot. Exp. of Firms. # of Firms. Per Trader
0-1
1-5
5-10
10-20
20-30
30-50
50-100
100-999
TOTAL
609.8111
967.0 
560.4 
761.6
611.0 
834.8
1 / .3 8 2.6 
2,226.1 
7,953.2
7
12
7
9
7
10
17
28
100
7% 
. 2 % 
. 0% 
. 6% 
. 7% 
. 5% 
. 4% 
.0% 
. 0%
6307
431
80
55
24
21
20
13
6951
90.7%
6 .2 %
1 ,
0 ,
0 .
2%
8%
3%
0.3%
0.3%
0 .2%
100.0%
0.1
2.2
7.0
13.8 
25.5
39.8 
69.1
171.2
0.0
1986
EXPORT VOL.
Export % of Number % of Tot. Exp.Value
Value Tot. Exp. of Firms. # of Firms. Per Trader
0-1 781.7 10". 5% 7157 90.9% 0.1
1-5 1,089.3 14.6% 496 6.3% 2.2
5-10 697.4 9.4% 101 1.3% 6.9
10-20 871.1 11.7% 63 0.8% 13.8
20-30 485.3 6.5% 19 0.2% 25.5
30-50 374.6 5.0% 10 0.1% 37.5
50-100 684.9 9.2% 10 0.1% 68.5
100-999 2,469.6 33.1% 16 0.2% 154.3
TOTAL 7,453.8 100.0% 7872 100.0% 0.9
1987
Export % of Number % of Tot. Exp
PORT VOL. Value Tot. Exp. of Firms. # of Firms . Per
0-1 807.4 7.9% 7099 90.3% 0.1
1-5 1,141.6 11.2% 520 6.6% 2.2
5-10 673.0 6.6% 97 1.2% 6.9
10-20 783.1 7.7% 58 0.7% 13.5
20-30 458.6 4.5% 19 0.2% 24.1
30-50 690.5 6.8% 18 0.2% 38.4
50-100 1,835.2 18.0% 27 0.3% 68.0
100-999 3,786.5 37.2% 20 0.3% 189.3
TOTAL 10,175.9 100.0% 7858 100.0% 1.3
Source: Department of Economic Researches and Affairs,(1991) 
Treasury and Foreign Trade Association of Turkey.
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Table A .2: Export value, number of firms by categories of export volume (b).
1988
Export % of Number % of Tot. Exp.Value
EXPORT VOL. Value Tot. Exp. of Firms. # of Firms . Per Trader
0-1 942.8 8.1% 7593 90.3% 0.1
1-5 1,224.5 10.5% 574 6.8% 2.1
5-10 706.1 6.1% 103 1.2% 6.9
10-20 858.7 7.4% 62 0.7% 13.8
20-30 493.4 4.2% 20 0.2% 24.7
30-50 508.2 4.4% 13 0.2% 39.1
50-100 798.7 5.9% 12 0.1% 66.6
100-999 6,107.8 52.5% 28 0.3% 218.1
TOTAL 11,640.1 100.0% 8405 100.0% 1.4
1989
Export % of Number % of Tot. Exp.Value
EXPORT VOL. Value Tot. Exp. of Firms. # of Firms . Per Trader
0-1 1,183.9 10.2% 8593 88.4% 0.1
1-5 1,826.9 15.7% 859 8.8% O  1 ^  · a.
5-10 874.0 7.5% 126 1.3% 6.9
10-20 983.2 8.5% 71 0.7% 13.8
20-30 531.7 4.6% 22 0.2% 24.2
30-50 423.6 3.6% 11 0.1% 38.5
50-100 980.4 8.4% 14 0.1% 70.0
100-999 4,823.2 41.5% 22 0.2% 219.2
TOTAL 11,627.0 100.0% 9718 100.0% 1.2
1990
Export % of Number % of Tot. Exp.Value
EXPORT VOL. Value Tot. Exp. of Firms. # of Firms . Per Trader
0-1 1,248.6 11.1% 8277 86.6% 0.2
1-5 2,107.7 18.7% 972 10.2% 2.2
5-10 1,114.6 9.9% 159 1.7% 7.0
10-20 1,208.1 10.7% 84 0.9% 14.4
20-30 482.7 4.3% 20 0.2% 24.1
30-50 623.7 5.5% 17 0.2% 36.7
50-100 729.9 6.5% 9 0.1% 81.1
100-999 3,764.4 33.4% 18 0.2% :209.1
TOTAL 11,279.6 100.0% 9556 100.0% 1.2
Source: Department of Economic Researches and Affairs,(1991) 
Treasury and Foreign Trade Association of Turkey.
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Figure A .l: Organization chart of proposed model by BISDER.
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Figure A.2: Organization chart of Federexport.
EXPORT
1(
I N D I V I D U A L  COMPANIES I N DI VI DUAL  COMPANIES
59
